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Abstract 
Research which investigated IT outsourcing has primarily focused on the operational outcome, 
such as cost savings and efficiency, rather than the strategic impact, such as innovation. By 
integrating transaction cost economics and organizational learning perspective, our study 
proposes a framework to investigate the effects of IT service outsourcing on four types of client’s 
product innovation, namely, incremental, modular, architectural and radical. We seek to examine 
how two patterns of organizational learning, i.e., exploratory and exploitative, can positively 
moderate these effects. In particular, we highlight the fit between organizational learning and 
product innovation types. We intend to test our hypotheses with a field study. With the findings, we 
anticipate five major theoretical and practical contributions.  
Keywords: Outsourcing, Transaction Cost Economics, Organizational Learning, Innovation 
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Motivation 
The increasing amount of research investigating IT outsourcing (Lacity et al. 2009) underscores its prevalence and 
importance. It is found to have enhanced the operational outcome of numerous organizations, be it cost savings 
(Saunders et al. 1997), flexibility enhancement (Seddon et al. 2009), and product/service quality improvement 
(Benson and Ieronimo 1996; Domberger 1994). However, these studies seem to fall short of examining the strategic 
impact of IT outsourcing on these organizations. This may be partly attributed to some organizations which overlook 
the strategic impact of IT and simply dismissing it as a commodity (see Carr 2004). 
The need for organizations to tap on vendor’s expertise is crucial towards organizational adaptability and 
survivability, especially in turbulent environment (Leiblein and Miller 2003). A white paper by IBM has accentuated 
the innovation partnership as a natural extension of new outsourcing relationship which enables clients to implement 
business and technology solutions they never could have implemented on their own (IBM 2007). A recent 
outsourcing survey has also listed innovation as one of the top three criteria in influencing client’s satisfaction 
(Black Book 2009). In recent years, a growing number of organizations are hoping that outsourcing IT services can 
help enhance their market adaptability and innovation capability. Although critical, the quest for innovation has thus 
far been sidelined in favor of quick cost improvement (PA Consulting 2009) and has been scarcely attended in the 
academic arena of IT outsourcing (Miozzo and Grimshaw 2005).  
Within the paucity of works (refer to Appendix) devoted to product innovation in IT outsourcing, the emphasis has 
been primarily theoretical or normative propositions. A scrutiny of their positions would unravel some contradictory 
stands (Gilley and Rasheed 2000; Weigelt 2009). For example, proponents of IT outsourcing often argue that IT 
outsourcing arrangements can either internally, reduce client’s internal production costs and relocate their slack 
resources for core business breakthrough innovation (e.g., Bettis et al. 1992; Dyer and Ouchi 1993) or externally, 
expose clients to cutting-edge and specialized knowledge which can inspire product innovation (e.g., Clark and 
Fujimoto 1991; Powell et al. 1996). However, opponents often counter these ideas by warning that IT outsourcing 
may either internally, jeopardize client’s product innovation due to “hold-up” problems (Chesbrough and Teece 
2002) or externally, “hollow” client’s idiosyncratic knowledge, depreciate their existing capabilities vis-à-vis actual 
or would-be competitors for product innovation (e.g., Lei and Hitt 1995). We, hence, attempt to bridge the gap 
between these seemingly conflicting arguments. 
To address these research gaps, we integrate transaction cost economics and organizational learning perspective into 
a theoretical framework, and investigate the interplay between them in determining the effects of IT service 
outsourcing on client’s product innovation. IT service outsourcing is defined as the provision or subcontracting of IT 
services by a vendor to a client (Klepper 1995), such as applications development and maintenance, systems 
operation, networks/telecommunication management, end-user computing support, system planning and 
management, etc. (Grover et al. 1996). We define client’s product innovation as the IT-enabled new product 
development whereby clients engage in aggressively and actively, with the aim of maximizing the fit with customer 
needs and minimizing time to market (McGrath and Iansiti 1998; Nambisan 2003). We seek to conceptually define 
and empirically examine a process of innovation generation that links organizational learning to innovation types, 
focusing on the transactional attributes of each type of innovation. First, we categorize client’s product innovation 
into four types (i.e., incremental, modular, architectural, and radical) based on two primary transactional attributes 
(i.e., technology discontinuity and component modularity). Second, we postulate how IT service outsourcing may be 
associated with these four types of client’s product innovation by investigating how two organizational learning 
patterns (i.e., exploitative and exploratory) can help facilitate knowledge absorption to positively moderate the 
effects, resulting in eight hypotheses. We hope to test the hypotheses empirically subsequently. The findings of the 
completed research promise important potential theoretical and practical contributions. 
Literature Review  
Transaction Cost Economics Perspective 
Transaction cost economics (TCE) (Williamson 1985) has been frequently adopted to provide the economical 
reasons for organizational governance structural changes. A key argument is that transactions should be aligned with 
governance structures so as to effect a discriminating – mainly transaction cost economizing – match (Williamson 
1991). This results in the inevitable “make versus buy” decision (Williamson 1985). When organizations engage in 
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transactions with external parties, they should try to identify, explicate and mitigate the contractual hazards, while 
maximizing their benefits and performance (Williamson 1996). 
Scholars who apply TCE to IT outsourcing research have often analyzed the transactional attributes accounting for 
IT outsourcing decisions and success (e.g., Lacity and Willcocks 1998; Ang and Straub 1998; Ngwenyama and 
Bryson 1999; Poppo and Lacity 2002). In particular, technological discontinuity may escalate coordination costs and 
thus organizations are advised to integrate production into their hierarchical boundaries when projects are plagued 
with technology uncertainty (Aubert et al. 1999). Also, low component modularity of outsourced items may increase 
coordination costs and undermine the IT outsourcing benefits (Bahli and Rivard 2003).  
Organizational Learning Perspective 
Based on knowledge-based view (KBV) of organizations (see Grant 1996), the most distinctive and inimitable 
resource is knowledge that enables organizations to effectively utilize and transform diverse organizational 
resources and assets. In essence, knowledge provides the capacity for organizational renewal (Inkpen 1998). By 
acquiring new meaningful external knowledge and integrating it into the existing knowledge base, organizations can 
increase their product variety and speed to market (Brown and Eisenhardt 1997). Although IT outsourcing has been 
noted to provide organizations with these opportunities to enrich their knowledge stock, tap into external specialized 
resources, and fill voids in their technology portfolio (Powell et al. 1996; Inkpen 1998; Steensma and Corley 2000), 
organizations may not derive equal benefits because they differ in their ability to identify and exploit such external 
knowledge flows (Beaudry and Breschi 2003; Giuliani and Bell 2005).  
Organizational learning, defined as “the process of improving actions through better knowledge and understanding” 
(Fiol and Lyles 1985), has been considered a critical capability for organizations to leverage on external knowledge 
flows in interorganizational relationships (e.g., Rothaermel and Deeds 2004; Schildt et al. 2005; Dittrich and 
Duysters 2007). While some researchers suggested that client’s ability to absorb the needed knowledge can 
positively moderate the effects of knowledge sharing on outsourcing success (Lee 2001), others argued that high 
absorptive capacity enabled organizations to make fuller use of ambidexterity structure in technology sourcing 
(Rothaermel and Alexandre 2009). 
According to March (1991), there are two alternative types of organizational learning – exploitative and exploratory. 
Exploitative learning refers to “learning gained via local search, experiential refinement, and selection and reuse of 
existing routines” while exploratory learning refers to “learning gained through processes of concerted variation, 
planned experimentation, and play” (Baum et al. 2000). These two distinct types of organizational learning account 
for not only different patterns of knowledge flows, but also different relationship structures between organizations 
(Kang et al. 2007). Literature that dwells on organizational learning focused on the influence of these two learning 
approaches on organization’s product development (Holmqvist 2004), new product introduction (Katila and Ahuja 
2002), and technological innovation (e.g., McGrath 2001; Benner and Tushman 2003; Siggelkow and Levinthal 
2003; Lichtenthaler 2009), which demonstrate an organization’s capability for effective learning (Von Hippel 1994). 
Recently, scholars have agreed that these two kinds of learning are supplementary and should be balanced to 
enhance organizational performance (e.g., Burgelman 2002; He and Wong 2004; Lichtenthaler 2009). 
Despite slight variations in definitions and classifications, most tend to agree that exploratory learning and 
exploitative learning can both foster innovation performance of an organization, either by searching and exploiting 
knowledge from existing competences, or by exploring knowledge from distant knowledge fields. In the context of 
IT outsourcing, the importance of organizational learning capability in outsourcing relationship and success had 
been repeatedly highlighted (Shi et al. 2005; Gottschalk and Solli-Sather 2007). Although clients can get access to 
specific technology, such access may not fully replace internal learning (Attewell 1992) or guarantee clients in 
strategically using and deploying the technology (Steensma and Corley 2000). Therefore, the lack of emphasis on 
organizational learning may pose a severe risk to IT outsourcing clients by impairing their ability to innovate (Earl 
1996). 
IT Service Outsourcing: Complementarity of TCE and Organizational Learning 
Researchers applying TCE to IT outsourcing have primarily studied the set of potential contractual hazards (e.g., 
uncertainty, relatedness, frequency of contract updates, and hold-up problems (Bahli and Rivard 2003)) and 
repeatedly cautioned against these hazardous effects on client’s efficiency benefits. However, empirical results are 
mixed when TCE scholars consider their impacts on client’s innovation performance. Some researchers found that 
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organizations which outsource their procurement processes in volatile technology environment may end up having 
more flexibility and responsiveness, due to the access to external new technology (Jones and Hill 1993; Razzaque 
and Sheng 1998). However, other scholars opposed and claimed that organizations outsourcing components will be 
outperformed by those integrating internally, under the same condition of high technological uncertainty (Afuah 
2001; Hoetker 2005). This lack of empirical consistency in TCE literature may be due to the omission of 
organizational learning perspective, which may play an important role in outsourcing deals and moderate the 
influence of TCE factors (Langlois 1992). Organizations with high absorptive capacity and strong learning 
capabilities can actively apply external new knowledge into their procurement activities, thus enhancing their 
innovation capabilities (Cohen and Levinthal 1990; Lane and Lubatkin 1998; Tsai 2001). Therefore, organizational 
learning perspective can complement TCE in explaining innovation performance by taking organizational 
heterogeneous capabilities into consideration. 
Although organizational learning perspective may help account for organizational heterogeneous capabilities (Kang 
et al. 2007), their effectiveness may hinge on different levels of transactional attributes. For example, when the 
highly changing technology renders vendor’s upstream capabilities obsolete, clients who blindly depend on vendors 
would fail to catch up with technological development, and thus, lose vast market opportunities (Wolter and Veloso 
2008). Previous IT outsourcing studies applying organizational learning perspective, while consistently 
acknowledging the importance of organizational learning for IT outsourcing success, failed to discern the 
appropriate transactional situations in which these two types of learning can be properly applied to foster innovation. 
Therefore, clients should discretionally promote organizational learning patterns based on some careful evaluation 
of the transactional situations, so as to extract the most innovative ideas from learning activities. 
Taken holistically, we believe that by integrating TCE and organizational learning into a systematic framework, we 
can reach a more consistent and generalizable conclusion pertaining to the relationship between IT service 
outsourcing and client’s product innovation. 
IT Service Outsourcing and Innovation: Integrating Two Perspectives 
We first conducted extensive literature review on previous classification of innovation. By adopting two prominent 
transactional attributes grounded on TCE – technological discontinuity and component modularity, we propose to 
classify client’s product innovation into four types which can be neatly placed into a 2x2 table (refer Table 1). The 
four types (i.e., incremental, modular, architectural and radical) are synthesized from past works (see Henderson and 
Clark 1990; Teece1996; Tushman and Anderson 1986). 
 
Table 1. Classification of Product Innovation Based on Two Dimensions 
                     Component modularity  
Technology 
Discontinuity 
High Low 
High Modular Radical 
Low Incremental Architectural 
 
While technological discontinuity and component modularity shed some insights on the type of innovation, degree 
of IT service outsourcing, defined as “the degree of reliance on external service providers for IT functions and 
applications” (Ang and Straub 1998), will impact the four types of client’s product innovation to different extent, 
subjected to the moderation of client’s organizational learning (refer to Figure 1).  
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Figure 1.  The Research Framework 
Incremental Innovation 
Incremental innovation, defined as the product innovation where the core concepts of components are reinforced and 
there are no changes in the linkages or interfaces between these components (Henderson and Clark 1990), is 
characterized by small changes in a technological trajectory and builds on organization’s technical capabilities (Dosi 
1982; Green et al. 1995). From Table 1, low technological discontinuity suggest a steady and predictable growth of 
information technology, thereby enabling clients to confidently assess the resources needed by vendors and evaluate 
the IT services vendors deliver. In addition, high component modularity allows competition among vendors so as to 
intensify the quest for new knowledge bases (Poppo and Zenger 1998) and accumulate knowledge faster (Jacobides 
and Winter 2005). Together, the reduction in project uncertainty and mitigation of vendors’ opportunism (induced 
by low technologically discontinuity) coupled with the need for quick knowledge accumulation (induced by high 
component modularity) pave the way for incremental innovation. Hence, when clients increase their degree of IT 
service outsourcing, they are more likely to increase their incremental innovation due to project certainty and 
cumulative knowledge inflows. Hence we conjecture: 
Hypothesis 1: Degree of IT service outsourcing is positively related to clients’ incremental product innovation. 
When clients engage in a high degree of IT service outsourcing, they should learn to take advantage of market 
alternatives, say, by carefully managing a set of vendors that compete against one another (Fine and Whitney 1999). 
This kind of managerial ability can be nurtured by exploitative learning rather than exploratory learning. 
Exploitative learning ensures that clients have clearer information about current competitive vendors, enabling them 
to switch among vendors and keep the best vendor portfolio. However, exploratory learning tends to focus on the 
search of distant knowledge rather than knowledge of current vendors. This strategic management of vendor 
portfolios by clients encourages benign competition among vendors, thereby strengthening the positive effects of IT 
service outsourcing on incremental innovation. Hence we conjecture: 
Hypothesis 2: Exploitative learning by clients will positively moderate the relationship between degree of IT service 
outsourcing and clients’ incremental product innovation. 
Modular Innovation 
Modular innovation refers to product innovation where there are competence-destroying technological changes in 
subsystems or components without an upset of the architectural knowledge of system integrators (Henderson and 
Clark 1990). Modular innovation radically affects subsystem or component technology, leaving linking mechanisms 
intact (Iansiti and Clark 1994). From Table 1, high component modularity hints at the possibility of separating 
outsourced IT services into lowly interdependent segments, thereby reducing potential relatedness risks. Given the 
low risks of relatedness, clients which engage in a high degree of IT service outsourcing can safely access and 
combine a variety of external up-to-date knowledge, without worrying about possible conflicts or coordination 
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issues. This mitigation of worry sets the stage for modular innovation which is plagued with competence destroying 
changes (i.e., high technological discontinuity). This parallel Chesbrough and Teece (2002) which proposed that 
outsourcing can increase organizations’ autonomous (as opposed to systemic) innovation in the manufacturing 
context. Therefore, when clients increase their degree of outsourcing for IT services which are highly modular and 
evolve discontinuously, they would be blessed with a higher rate of modular innovation. Hence we conjecture: 
Hypothesis 3: Degree of IT service outsourcing is positively related to clients’ modular product innovation. 
Albeit high modularity can mitigate hold-up problems and reduce coordination costs, this does not guarantee that 
clients will fully appropriate external new knowledge. The rapidly changing knowledge introduced by vendors into 
the projects may not be easily assimilated, interpreted, or applied by clients due to the existence of knowledge 
barriers (Carlile 2002). To efficiently utilize this vast knowledge transferred from vendors, clients need to establish 
common component knowledge associated with vendors’ innovative deliverables (Takeshi 2002; Wolter and Veloso 
2008), which is facilitated by exploratory learning (Kang et al. 2007). Hence, exploratory learning helps remove 
knowledge barriers between outsourcing partners so as to ensure effective knowledge management and continuous 
behavior monitoring. Therefore, when clients engage in a high degree of IT service outsourcing, preserving a high 
level of exploratory learning can ensure effective assimilation of new knowledge so as to embark on modular 
innovation. Noteworthy, exploitative learning does not have a similar positive moderating effect since it can only 
deal with local and proxy knowledge that changes cumulatively. Hence we conjecture: 
Hypothesis 4: Exploratory learning by clients will positively moderate the relationship between degree of IT service 
outsourcing and clients’ modular product innovation. 
Architectural Innovation 
Architectural innovation is defined as the product innovation where the core concepts and components are 
reinforced but their linkages change (Henderson and Clark 1990). It involves changes in how sub-systems are linked 
together (Henderson and Clark 1990; Iansiti and Clark 1994). From Table 1, architectural innovation manifests itself 
in progressive changes in technological trajectory (i.e., low technological discontinuity) which does not render 
upstream capabilities obsolete. But, it can be plagued with issues of low component modularity. Low component 
modularity implies that much time and effort has to be expended in coordination (Gulati and Singh 1999; Earl 
1996), and responsiveness and flexibilities to market changes are much reduced (Bahli and Rivard2005). This 
problem is accentuated when organizations engaged in a high degree of IT service outsourcing, resulting in a 
negative relationship with architectural innovation. The need for high integration (i.e., low component modularity) is 
aggravated by the act of outsourcing which adds to the difficulty of integration. Hence, we conjecture: 
Hypothesis 5: Degree of IT service outsourcing is negatively related to clients’ architectural product innovation. 
The difficulty of integration, however, may be moderated by exploitative learning. Clients seeking exploitative 
learning would pay more efforts on absorbing current knowledge inflow from vendors, so as to boost the creation of 
common architecture knowledge (Kang et al. 2007). Common architecture knowledge relates to the whole routines 
and schemas for coordinating and combining the various components and putting them to productive use 
(Henderson and Clark 1990). In IT service outsourcing, common architecture knowledge not only helps outsourcing 
partners understand the larger picture, but also facilitates their efforts to integrate their own knowledge with those of 
their counterparts (King and Ranft 2001; Shane and Venkataraman 2000), thereby fueling architectural innovation. 
On the other hand, exploratory learning may devastate rather than improve coordination because it emphasizes on 
variance-increasing search which will likely divert client’s attention to seeking knowledge beyond the existing 
knowledge base. Moreover, technology continuity suggests predictability which discourages clients to seek new or 
distant knowledge. Hence we conjecture: 
Hypothesis 6: Exploitative learning by clients will positively moderate the relationship between degree of IT service 
outsourcing and clients’ product architectural innovation. 
Radical Innovation 
Radical innovation denotes the product innovation which fundamentally changes the technological trajectory and 
associated organizational competencies (Dosi 1982; Green et al. 1995; Benner and Tushman 2002), and tends to 
emerge with more interdependent rather than modular designs (Wolter and Veloso 2008). From Table 1, radical 
innovation exists in high technology discontinuity and low component modularity. Hence, clients who engage in a 
high degree of IT service outsourcing will suffer a negative relationship with radical innovation due to technology 
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volatility and component interdependency. Technology volatility will quickly render the outsourced capabilities 
obsolete (Afuah and Bahram 1995), thereby handicapping client’s attempt to innovate (Christensen and Rosenbloom 
1995). In addition, component interdependency requires frequent coordination, renegotiation, and transaction cost 
and effort (Gross and Hart 1986). In contrast, a lesser degree of IT service outsourcing would allow clients to more 
easily align the interests of exchange parties and facilitate conflict resolution (Monteverde and Teece 1982; Walker 
and Weber 1984). Moreover, interdependency and complexity need heuristic or cognitive search, something better 
accomplished in-house (Nickerson and Zenger 2004). Hence we conjecture: 
Hypothesis 7: Degree of IT service outsourcing is negatively related to clients’ radical product innovation. 
By constantly scanning the environment for novel technological opportunities (Argyres and Silverman 2003), 
exploratory learning may moderate the relationship between IT service outsourcing and radical innovation. It allows 
clients to establish strong R&D capabilities that are not only capable of supporting current operations, but also more 
importantly, to embark on radical innovation. Clients can identify and reintegrate a priori the knowledge bases and 
service capabilities to innovate. In other words, exploratory learning overcomes the issues of technology volatility to 
ensure that clients do not fall behind technology frontiers. It also seeks new approaches and solutions to overcoming 
component interdependency issues. In essence, clients learn how to better manage their IT service outsourcing for 
radical innovation. However, exploitative learning is less than adequate because it restricts clients’ horizons to 
existing knowledge bases and service endowments. Hence we conjecture: 
Hypothesis 8: Exploratory learning by clients will positively moderate the relationship between degree of IT service 
outsourcing and clients’ radical product innovation. 
Research Design and Current Status 
We plan to first conduct a field study to verify our framework. By conducting in depth semi-structured interviews 
with IS managers and R&D managers from different pairs of clients and vendors, and different hierarchical levels (if 
any) within the organizations, we hope to understand what the IT-enabled product innovations actually are within a 
pre-defined period of three years (i.e., 2007-2009).and how the IT service outsourcing in practice will enhance or 
jeopardize these product innovations. The interviews will be used to provide deep and multi-faceted insights to the 
actual relations between IT service outsourcing and product innovation. After refining the framework, we hope to 
test the hypotheses using survey. 
Currently, we have designed a preliminary questionnaire based on reviews of prior relevant literature. The survey 
instruments were developed either by adapting existing measures to the research context, or by converting the 
conceptions of the constructs into a questionnaire format.  For example, degree of IT service outsourcing will be 
measured as the ratio of an organization’s external IT service sourcing over its total IT service sourcing, which is the 
sum of its internal and external IT service sourcing (Rothaermel and Alexandre 2009). Exploratory learning will be 
measured in terms of the degree of exploration of new knowledge for future IT services, while exploitative learning 
will be scaled in terms of utilizing existing knowledge from current IT services and existing IT reuse (Brown et al. 
2001; Heng et al. 2009). For the four types of product innovation), there are no established scales. Hence, we use the 
architecturalness and radicalness scales adapted from Gatignon et al. (2002) to measure the product innovation 
identified by R&D managers along the technological discontinuity and component modularity dimensions. Besides 
the main constructs, we would also incorporate measures for several control variables (e.g., annual sales, number of 
employees, organization age, number of projects, number of co-vendors, original intention of outsourcing, etc) to 
account for firm-specific and project-specific effects. We will refine these measurements after the field study and 
will pretest the questionnaire with a pilot study. 
The unit of analysis is client organization. We hope to collect data from about 300 value-added IT product 
organizations from China (e.g., IBM, HP, Lenovo, etc.). Our target respondents are IS managers who are 
knowledgeable about IT service outsourcing and R&D managers who are knowledgeable about product innovations. 
To run the data analyses, we intend to use random effect panel models with interaction effects to test the research 
hypotheses. We would estimate the regression model using a Poisson estimation. Since we are still in the process of 
refining measures and identifying potential respondents to initiate the main large scale survey, we certainly welcome 
any comments and feedbacks on this research-in-progress paper. 
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Potential Contributions 
Motivated by inadequacies and inconsistencies in extant studies, our research hopes to contribute to the IT service 
outsourcing field in these five ways: First, we hope to advance the understanding of complex relationship between 
IT service outsourcing and innovation by utilizing a contingency perspective (Lawrence and Lorsch 1967). Inspired 
by TCE, we derive at an innovation typology and propose a theoretical framework to investigate the impact of 
clients’ IT service outsourcing on the four kinds of product innovation. Previous empirical research on IT 
outsourcing generally treated client’s product innovation as a unidimensional construct labeled with “innovation 
intensity” (Glass and Saggi 2001; Kemp et al. 2003), “innovation capacity” (McGrath 2001), “innovation 
performance” (Escribano et al. 2009) or “technology innovativeness” (Ahuja 2000; Rothaermel and Alexandre 
2009), etc. However, their results usually contradicted one another and can only be reconciled by separating 
innovation into different types (Wolfe 1994). Hence, we separate the product innovation into four types along two 
dimensions, serving as the first step toward clarifying prior conflicting findings. We further propose that IT service 
outsourcing may enhance incremental and modular innovations but jeopardize architectural and radical innovations.  
Second, our study is amongst the first to integrate TCE, organizational learning, and innovation types so as to better 
understand IT service outsourcing. A recent study has noted that differences in capabilities of organizations gave 
rise to heterogeneity in their innovation activity (Leiblein and Madsen 2009). We propose that organizations with 
strong learning intentions and capabilities can proactively reduce the risks of IT service outsourcing for architectural 
and radical product innovations, while enlarging the benefits of IT service outsourcing for incremental and modular 
innovations. Our study employs organizational learning perspective to explain client’s innovation capability, which 
complements previous studies which only link learning to relationship building (Lee 2001) or service quality 
assurance (Menor et al. 2002).   
Third, our study highlights a match between organizational learning patterns and types of product innovation clients 
want to enhance. Although our study generally emphasizes the positive effects of organizational learning capabilities 
on client’s product innovation, we suggest that the types of learning pattern which clients promote should fit with 
the types of innovation so as to be effective. Since these two kinds of learning differ from each other in terms of 
knowledge flow patterns and benefits/costs (Kang et al. 2007), organizations should appropriately encourage them 
based on cautious evaluations of their IT service outsourcing projects.  
Fourth, by conducting our study, we hope to add to the lack of empirical research in the studies of innovation in IT 
outsourcing. Aforementioned, most studies have devoted effort to conceptual arguments and normative propositions. 
By verifying our theoretical conjectures against actual data, we would be able to either confirm our predictions, or 
seek alternative explanations to unsupported hypotheses. With data analysis and empirical evidence, our arguments 
can be better fortified. In a nutshell, our empirical results should add value to the existing knowledge on innovation 
in IT service outsourcing context. 
Finally, our study seeks to offer practical and important implications to two groups of stakeholders: clients and 
vendors. For clients, there are two important takeaways: (i) that the IT service outsourcing projects they engage in 
do not only impose direct effects on their internal efficiency and effectiveness, but also affect their innovation 
capabilities; they should bear this in mind and decide the best IT service outsourcing portfolios after detailed 
scrutiny of the projects; (ii) that they can extract the most innovative returns from IT service outsourcing by 
continuously assessing current situation of their IT service outsourcing projects so as to decide the most appropriate 
portfolio of learning activities. Likewise, for vendors, our findings hope to inspire their thoughts in these two ways: 
(i) that they should help clients decide the best IT service outsourcing portfolio so as to avoid cost escalation and 
project failure; (ii) that they should adapt their knowledge sharing and communication channels to clients learning 
focus so as to achieve win-win situations in IT outsourcing. 
Despite potential contributions, our study is not without limitations. First, our study focus on the effects of IT 
service outsourcing on client’s product innovation in the IT industry. However, in other industries, such as textile, 
finance, or automobile, the effects of IT service outsourcing may differ. However, we believe that our study still 
merits from being possibly the first theoretical endeavor to link IT service outsourcing to client’s product 
innovation. Second, we focus on IT service outsourcing rather than other types. However, client’s product 
innovation may also be influenced when they outsource other kinds of business processes (e.g., human resource 
management, R&D). As these types of outsourcing would probably entail different sets of transaction attributes and 
heterogeneous capabilities, we believe that future research could gain some insights by extrapolating the logic of our 
study to different outsourcing context. 
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Appendix 
Table 2. Empirical studies on relationship between outsourcing and innovation 
Authors Methodology  IT Outsourcing 
Type  
Findings on 
Relationship  
Industry  
Clark and 
Fujimoto 1991 
Theoretical 
Development 
Product Increase World Auto industry 
Bettis et al. 
1992 
Case study Not 
Differentiated 
Contingent Multiple industries 
Dyer and 
Ouchi 1993 
Case study Product Increase Manufacturing industry 
Heinzl 1993 Survey Service Increase Multiple industries  
Clark et al. 1995 Case study Service  Decrease  Multiple industries  
Dess et al. 1995 Case Study Not 
Differentiated  
Contingent  Multiple industries  
Chesbrough and 
Teece, 1996 
Case Study  Not 
Differentiated  
Contingent  Personal computer 
industry 
Powell et al. 
1996 
Archival Data Service Increase Biotechnology industry 
Gilley and 
Rasheed, 2000 
Survey Product  Contingent  Multiple industries  
Afuah, 2001 Archival Data Service  Contingent  Computer workstation 
industry  
Weigelt and 
Sarkar, 2009 
Archival Data Service  Curvilinear  Credit union industry  
Rothaermel and 
Alexandre, 2009 
Archival Data Service Curvilinear  Multiple industries  
 
